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Abstract 


During  and  after  World  War  II,  the  United  States  manipulated  the  economic  weakness  of 
their  ally,  the  United  Kingdom,  to  increase  US  power  and  further  national  interests.  Currently, 
as  the  world’s  largest  debtor,  the  United  States,  is  positioning  itself  in  a  similarly  precarious 
position.  This  paper  seeks  to  explore  how  the  United  States  manipulated  economic  power  to 
erode  the  global  position  of  the  United  Kingdom  through  the  Destroyers  for  Bases  agreement, 
Atlantic  Charter,  Anglo-American  loan,  Bretton  Woods  agreement,  and  in  the  Suez  Crisis.  In 
today’s  environment  the  cumulative  debt  in  the  United  States  and  other  western  economies 
provides  similar  leverage  for  nations  financing  government  spending.  Unfortunately,  accounting 
principles  dictate  that  all  countries  cannot  run  trade  surpluses  and  hinders  deleveraging 
possibilities.  Meanwhile,  rising  powers  such  as  China  may  utilize  these  economic  weaknesses  to 
manipulate  international  relations  in  their  favor.  Consequently,  military  leaders  must  understand 
the  extent  of  current  debt  problems,  their  basic  underlying  principles,  and  the  weaknesses  it 
creates  for  US  power  projection.  Only  then  can  they  provide  the  proper  education  for  their 
forces,  embrace  the  sequestration  cuts  of  the  Budget  Control  Act,  shape  the  public  opinion  in  the 
battle  for  defense  versus  entitlement  spending,  and  bury  inter-service  rivalry. 


In  1850  the  United  Kingdom  controlled  an  astounding  59%  of  the  world’s  wealth.  By 
1940  however,  the  once  powerful  nation’s  control  of  wealth  plummeted  to  a  mere  11%  with  the 
United  States  now  commanding  49%. 1  Two  world  wars,  national  financial  decisions,  and  the 
costs  of  running  a  global  empire  transformed  the  United  Kingdom  from  the  world’s  largest 
lender  into  the  world’s  largest  debtor.  In  the  midst  of  the  Second  World  War,  Great  Britain 
neared  the  end  of  its  resources  and  funding  capabilities.  Prime  Minister  Winston  Churchill 
grasped  for  hope  and  backing  from  the  United  States,  their  former  colony  and  ally,  across  the 
Atlantic.  Despite  facing  a  threat  to  global  peace  and  dealing  with  an  ally,  the  United  States 
methodically  leveraged  their  economic  position  of  power  to  their  own  advance  national  interests 
during  negotiations  with  Great  Britain.  While  US  aid  was  beneficial  to  Great  Britain  against  the 
near-term  threat,  as  the  lending  nation  the  United  States  levied  significant  and  cumulative 
concessions  on  the  desperate  nation  with  each  agreement  the  British  were  forced  to  accept. 

When  the  fate  of  the  world  depended  on  cooperation,  the  United  States  heavily  manipulated  their 
economically  weak  ally.  If  the  lending  nation  is  not  an  ally  and  world  peace  is  not  hanging  by  a 
thread,  financial  aid  between  states  will  be  even  less  kind. 

In  the  modern  world,  the  United  States  is  expanding  public  debt  at  a  furious  pace.  Efforts 
to  reverse  the  growth  of  debt  are  negligible  at  best.  The  most  significant  efforts  yet,  the 
tumultuous  deficit  ceiling  negotiations  in  the  summer  of  201 1  resulting  in  the  Budget  Control 
Act,  only  served  to  reduce  the  debt’s  rate  of  expansion.  If  left  to  grow  unchecked  there  is  a 
distinct  possibility  that  the  United  States,  like  Great  Britain  before  her,  may  face  loan  conditions 
from  foreign  lenders  which  are  unacceptable  to  national  security.  Despite  this  acknowledged  and 
credible  threat,  military  leaders  continue  to  allude  to  military  ineffectiveness  due  to  budget  cuts 
against  an  enemy  which,  unlike  the  deficit,  has  yet  to  materialize.  While  it  might  be  nice  to 


wish  away  the  deficits,  unfortunately  most  Western  style  governments  and  even  the  private 
sector  has  similarly  increased  total  debt  which  greatly  complicates  the  situation  and  limits 
options  going  forward.  The  lack  of  a  worldwide  tangible  threat,  like  Germany  and  Japan  in  the 
Second  World  War,  has  made  the  gradual  increase  in  debt  all  the  more  insidious.  In 
democracies,  asking  the  public  to  accept  the  sacrifices  necessary  to  decrease  total  debt  without 
an  easily  identifiable  and  looming  threat  is  near  impossible.  Eventually,  confidence  will  be  lost 
in  the  government’s  ability  and/or  willingness  to  repay  their  obligations.  When  this  tipping  point 
arrives,  like  Great  Britain,  the  United  States  will  be  at  the  lender’s  mercy  and  it  will  be  too  late  to 
make  any  choices  but  the  painful.  To  prevent  catastrophe,  national  policy  makers  must  make  the 
difficult  choices  today,  and  military  leadership  must  take  part  in  this  conversation. 

While  US  military  generals  are  subservient  to  elected  civilian  leaders,  they  also  retain  an 
unparalleled  amount  of  trust  from  the  public  at  large.  As  sworn  protectors  of  the  United  States, 
military  leadership  must  rise  to  the  occasion  and  assist  in  overcoming  the  national  debt.  If  the 
military  chooses  to  merely  pander  for  increased  funding  it  will  only  exacerbate  the  problem  and 
is  ultimately  a  breach  of  faith  to  their  sacred  oath.  Instead  of  lowering  themselves  to  the  level  of 
political  rhetoric  by  shouting  “hollow  force”,  there  are  specific  ways  military  leadership  can 
contribute  in  advancing  the  national  conversation.  Progression  from  the  near  term  outlook  to  the 
future  will  help  identify  the  programs  which  ultimately  dwarf  military  spending  and  truly 
endanger  the  nation. 

In  January  of  this  year,  the  once  world-dominating  British  navy  begged  the  United  States 
to  allow  one  tiny  frigate  to  accompany  a  show  of  power  flotilla  through  the  Strait  of  Hormuz.2 
Not  a  shot  was  fired  between  the  United  States  and  Great  Britain  in  this  century,  yet  the  transfer 
of  dominance  is  unquestionably  complete.  Understanding  how  the  United  States  manipulated 


economic  forces  to  coerce  Great  Britain  both  during  and  after  World  War  II  provides  a  glimpse 
of  threats  facing  the  United  States.  The  cumulative  debt  problem  of  all  Western  nations 
amplifies  the  danger  significantly.  Luckily,  there  is  time  to  address  the  United  States’  fiscal 
difficulties  and  military  leadership  is  duty-bound  to  play  a  role  in  shaping  the  national 
conversation.  While  preemptive  economic  restraint  is  difficult  to  accept,  the  consequences  of 
inaction  are  insurmountable. 

Assistance  from  an  Ally 

“Money  often  costs  too  much.  ”  -  Ralph  Waldo  Emerson 3 

As  France  collapsed  on  the  Western  front  of  Europe  in  June  of  1940,  the  United  Kingdom 
withdrew  across  the  English  Channel  and  waged  the  Battle  of  Britain  as  an  island  of  solitude. 
While  Winston  Churchill  sought  aid  and  an  alliance  from  the  United  States,  he  was  only  offered 
a  one-sided  agreement.  The  United  States  arranged  to  transfer  fifty  old  American  destroyers  in 
exchange  for  ninety-nine  year  basing  rights  in  Newfoundland  and  the  Caribbean.4  Expanded 
basing  options  for  the  next  century  were  an  absolute  bargain  for  the  cost  of  a  few  US  ships  taken 
from  mothball  status.  In  the  US-British  relationship,  this  was  only  the  first  round  of  the 
financially  endowed  lending  nation  taking  advantage  of  their  economically  weaker  debtor. 
Churchill  understood  that  the  war  equipment  was  of  minimal  value,  but  was  very  satisfied  with 
the  underlying  thawing  of  cooperation  between  nations.5  In  hindsight,  he  might  have  been  less 
thrilled  had  he  known  the  long  term  costs  of  partnership  for  the  Empire. 

As  the  war  waged  on,  Britain  continued  to  seek  collaboration  with  the  United  States.  On 
1 1  March,  1941  the  United  States  passed  the  ‘Lend-Lease  Act’  sending  invaluable  money  and 
supplies  across  the  Atlantic.  Despite  the  dire  situation  in  Europe,  the  American  congress  could 
not  pass  up  goading  their  once-colonial-masters  by  naming  the  bill  House  Resolution  1776. 6 


Lend-Lease  provided  much  needed  relief  but  the  British  continued  to  hope  for  US  entry  into  the 
war  and  had  to  settle  again  in  the  summer  of  1941.  This  time  the  agreement  was  the  Atlantic 
Charter  which  outlined  shared  principles  concerning  the  two  nation’s  view  of  the  world.7  While 
Prime  Minister  Churchill  angled  for  wording  which  codified  the  United  States’  unwillingness  to 
stand  for  German  occupation  of  European  nations,  President  Roosevelt  used  the  conference  to 
enact  an  anti-colonial  agenda.  As  the  nation  with  the  upper  hand,  and  now  depended  on  for 
Lend-Lease,  the  United  States  levied  their  position  to  push  verbiage  which  was  harmful  to  Great 
Britain.  One  ‘point’  of  the  Atlantic  Charter  directly  assaulted  colonial  rule  by  stating  the  two 
countries  “respect  the  right  of  all  peoples  to  choose  the  fonn  of  government  under  which  they 
will  live;  and  they  wish  to  see  sovereign  rights  and  self-government  restored  to  those  who  have 
been  forcibly  deprived  of  them.”9  This  statement  alone  seeded  thoughts  of  self-rule  in  many  of 
Great  Britain’s  colonies  after  the  war.  Another  ‘point’  attacked  British  economics  by  espousing 
free  trade.  Under  the  pre-war  system  Great  Britain  used  trade  agreements  to  monopolize  trade 
with  her  colonies  and  the  Commonwealth  for  tremendous  financial  gain.  Although  Britain  was 
able  to  minimize  the  economic  costs  of  this  ‘point’  through  astute  wording  changes,  the 
American  agenda  was  plain  to  see  and  placed  Great  Britain  on  untenable  footing  with  her 
colonies. 10 

When  the  war  ended,  Britain  was  economically  devastated,  reeling  from  massive  debt 
and  now  suddenly  cut-off  from  Lend-Lease  funding.  The  UK  government’s  response  was  to  turn 
back  to  the  Americans  for  aid  by  sending  John  Maynard  Keynes  to  Washington  in  1945  seeking 
terms  for  additional  loans.  Using  economic  leverage  yet  again,  the  United  States  seized  the 
opportunity  to  force  Great  Britain’s  hand  in  completing  the  liberalization  of  trade  which  was 
only  implied  in  the  Atlantic  Charter.  The  resulting  “Anglo-American  loan”  required  Great 


Britain  to  ratify  the  Bretton  Woods  agreement  and  remove  preferential  trade  tariffs  between 
Great  Britain  and  her  colonies. 1 1  This  move  opened  the  entire  Empire  for  trade  with  the  United 
States  and  simultaneously  robbed  Great  Britain  of  a  major  economic  advantage  but  the  crushing 
amount  of  British  debt  left  no  options  but  for  her  to  accept.  By  now,  the  United  Kingdom  had 
transitioned  from  the  world’s  largest  lender  to  the  world’s  largest  debtor  and  in  1947  the  United 
States  had  acquired  roughly  70%  of  the  world’s  gold  reserves.  “  The  Bretton  Woods  system, 
which  Great  Britain  was  required  to  accept,  assisted  in  the  transfer  of  the  international  currency 
reserve  status  from  the  British  Pound  Sterling  to  the  United  States  by  pegging  all  world 
currencies  against  the  dollar  which  was  then  fixed  against  gold.  In  effect,  the  British  sacrificed 
national  sovereignty  over  their  currency.  Although  the  British  Pound  was  still  defined  as  a 
reserve  currency  for  transactions,  this  was  a  conciliatory  effort  and  largely  based  on  the  pound’s 
previous  influence.  Meanwhile,  Britain’s  passing  of  Bretton  Woods  helped  ensure  worldwide 
participation  in  the  agreement  and  the  dollar  gained  the  same  prestige  as  gold.  A  second,  and 
equally  important  provision  of  the  agreement,  was  the  founding  of  the  International  Monetary 
Fund  (IMF)  which  served  as  an  international  arbiter  of  trade  and  exchange  matters.  14  Although 
all  nations  contributed  funds  to  the  IMF,  by  the  end  of  a  decade  it  would  be  wielded  as  yet 
another  tool  in  the  US  arsenal  to  achieve  national  policy  and  subdue  Great  Britain. 

The  peace  following  the  war  did  not  bring  solace  to  the  people  of  Great  Britain. 
Economic  hardships  continued  and  due  to  Bretton  Woods,  the  world  began  to  demand  dollars 
instead  of  pounds  as  the  nation  struggled  to  shift  production  from  war  materials  to  consumer 
goods.  Trade  imbalances  took  their  toll  and  in  September  of  1949  Great  Britain  was  forced  to 
devalue  the  pound  by  30%  against  the  dollar  and  hence  gold. 15  While  the  nation’s  currency 
diminished  in  worldwide  clout,  so  did  the  nation’s  ability  to  project  other  instruments  of  power. 


Long  known  for  a  history  of  naval  prowess,  the  British  soon  faced  the  United  States  in  a 
confrontation  over  rule  of  the  ocean.  In  1952  after  Churchill  returned  to  power  he  sought  to 
establish  a  British  admiral  as  Supreme  Allied  Commander  of  the  Atlantic.  He  pressed  President 
Truman  and  the  American  staff  for  Britain  to  take  lead  “upon  that  western  sea  whose  floor  is 
white  with  the  bones  of  Englishmen.”16  Despite  the  majestic  history  of  the  Royal  Navy,  the  plea 

17. 

failed  and  Britain  was  relegated  to  assisting  the  United  States.  With  her  economic  and  military 
power  waning,  Great  Britain’s  fall  continued. 

The  crown  jewel  of  Britain’s  influence  in  the  Mediterranean  was  her  joint  control  of  the 
Suez  Canal  with  France.  Ironically,  the  United  Kingdom’s  share  in  the  Suez  Company  was 
purchased  from  Egypt  in  a  shrewd  business  move  when  Egypt’s  debt-to-GDP  ratio  approached 
200%  in  1875.  In  1956  Egyptian  President  Gamal  Abdel  Nasser  nationalized  the  canal  leaving 
Britain  to  conspire  with  France  and  Israel  in  an  effort  to  regain  control. 19  The  resulting  Israeli 
invasion  and  blundering  Franco-British  response  were  as  much  a  military  fiasco  as  national  black 
eye.  International  investors  sensed  a  weakness  in  the  United  Kingdom  and  the  pound  and  began 
to  exchange  the  currency  for  dollars.  Tied  to  the  fixed  dollar  exchange  rate  by  the  Bretton 
Woods  agreement,  British  bankers  were  forced  to  deplete  their  dollar  denominated  currency 
reserves  as  people  fled  the  pound  for  fear  of  devaluation.  British  leaders  did  not  want  to  lower 
the  pound’s  value  again  fearing  a  second  devaluation  would  drive  the  fonner  colonies  in  the 
Commonwealth  to  utilize  the  dollar  instead  of  the  pound  and  greatly  diminish  her  remaining 
global  power.  The  British  slunk  back  to  the  United  States  for  monetary  assistance. 

Unfortunately,  the  Suez  events  occurred  within  days  of  a  US  presidential  election  and  President 
Eisenhower  was  running  on  a  platform  of  peace  based  on  the  ending  of  hostilities  in  Korea. 
Eisenhower  was  upset  by  the  possibility  of  new  hostilities  in  Egypt  and  held  ultimate  control 


over  British  fate  due  to  the  financial  institutions  created  after  World  War  II.  Eisenhower  not 

2 1 

only  refused  to  loan  the  British  money,  but  threatened  a  veto  over  any  IMF  loans  as  well." 
Without  any  other  economic  options,  the  once  proud  Empire  immediately  capitulated  to  the 
wishes  of  their  lender.  “  Great  Britain  performed  an  immediate  about-face  and  withdrew  troops 
so  quickly  that  British  soldiers  were  leaving  while  the  invasion  force  was  still  landing  prompting 
one  general  officer  to  state:  “We’ve  now  achieved  the  impossible.  We’re  going  both  ways  at 
once.”  Fittingly,  Egyptian  President  Nasser  referred  to  the  Americans  as  “coming”  and  the 
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British  as  “going. 

After  the  Suez  Canal,  Great  Britain’s  slide  continued.  Churchill’s  lamented  he  “grieves 
that  England  in  her  fallen  state  can  no  longer  address  America  as  an  equal,  but  must  come,  cap  in 
hand,  to  do  her  bidding.”  "  This  subservient  posture,  based  on  economic  necessity  by  Great 
Britain,  assisted  in  America’s  rise  to  world  power  status.  The  Empire’s  lack  of  global  relevance 
was  emphasized  by  the  1983  execution  of  Operation  Urgent  Fury  in  a  British  Commonwealth 
state  ruled  by  Queen  Elizabeth  II.  Despite  a  personal  relationship  between  the  President  Reagan 
and  British  Prime  Minister  Margaret  Thatcher,  she  did  not  hear  of  the  operation  until  hours  prior 
to  execution.  She  personally  objected  to  the  president  stating,  “You  have  invaded  the  Queen’s 
territory  and  you  didn’t  even  say  a  word  to  me.”  Although  there  was  quiet  seething  regarding 
the  affront,  Great  Britain  acknowledged  their  fall  from  power  by  failing  to  even  condemn  the 
United  States  for  the  invasion. 

Between  1945  and  1965  British  rule  of  700  million  people  was  whittled  to  a  mere  5 
million.  Within  one  generation,  the  once  great  British  Empire  was  effectively  subjugated  to  a 
new  global  power  which  was  ironically  a  fonner  colony.  After  World  War  II  Great  Britain  was 
left  barren  of  ability  to  affect  outcomes  due  to  a  staggering  national  debt  and  the  dynamics  of 


international  politics  changed  accordingly.  This  financial  weakness  acted  as  a  lever  for  the  rising 
United  States  to  manipulate  nations,  treaties,  institutions,  and  policies  to  gain  a  marked 
advantage.  Roughly  65  years  after  the  war,  the  United  States  now  finds  itself  in  a  similar 
position  to  the  British  Empire  it  deposed.  After  ten  years  of  war  in  Iraq  and  Afghanistan,  a 
financial  crisis  in  2008,  and  the  resulting  recession,  the  United  States  is  entering  an  all  too 
familiar  economic  danger  zone. 

The  United  States 

“I  don  7  want  to  be  unkind  or  rude  to  the  British  but  in  1841,  when  you  acquired 

Hong  Kong,  you  did  not  acquire  it  by  purchase.  "  -  President  Roosevelt 

“Let  me  see,  Mr.  President,  that  was  about  the  time  of  the  Mexican  War.  ”  -  Reply 
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by  Oliver  Stanley,  British  Colonial  Secretary ." 

The  United  States  was  not  subtle  about  despising  British  colonialism.  The  economic 
pressures  applied  during,  and  after,  the  war  accelerated  Great  Britain’s  loss  of  possessions 
around  the  world.  If  Britain’s  economic  position  were  better,  she  might  have  had  additional 
options  and  resisted  US  pressure.  Yet,  there  is  no  choice  for  a  country  which  is  fighting  for  its 
very  existence.  It  must  fight  for  survival  because  at  the  end  of  the  day  if  the  country  is 
destroyed,  then  the  debt  fails  to  matter  anyhow.  In  this  regard,  Great  Britain  had  no  other 
options  during  World  War  II  but  to  fight  on  and  deal  with  the  consequences  later.  Those 
consequences  required  decades  to  play  out  and  ended  the  Empire  but  the  alternative  was  even 
less  appealing,  ask  the  people  of  Poland.  British  government  debt  peaked  around  230%  of  Gross 
Domestic  Product  in  1947  (See  Figure  1).  Thirty  years  later  the  nation’s  debt  returned  to  a 
sustainable  level  but  only  after  massive  debt  restructuring,  monetary  devaluations,  and 
significant  inflation.  Each  of  these  debt  reduction  tools  only  further  transitioned  power  to  the 


wealthier  United  States. 


Figure  1  -  US  and  UK  debt  as  %  GDP: 


Debt  as  %  GDP 
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—  —  Great  Britain  United  States 


On  initial  glance,  the  United  States  currently  appears  to  be  in  better  shape  than  both 
countries  after  World  War  II.  According  to  the  Congressional  Budget  Office’s  January  2012 
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budget  outlook,  the  gross  US  debt  to  GDP  ratio  at  the  end  of  201 1  was  merely  99%.  The  most 
recent  increase  in  debt  is  mainly  due  to  the  2008  financial  crisis  and  resulting  government 
intervention.  Whether  the  2008  crisis  was  as  serious  of  threat  as  Great  Britain  faced  in  1939  is  a 
topic  for  another  day,  but  nonetheless  national  debt  increased  greatly.  Unfortunately,  other 
circumstances  make  the  US  position  unsustainable  even  at  a  lower  debt-to-GDP  ratio.  True 
understanding  of  the  situation  requires  a  discussion  of  a  few  economic  principles. 

Domestic  Private  Sector  Financial  Balance  +  Governmental  Fiscal  Balance  - 
Current  Account  Balance  =  0 

The  above  equation  represents  a  state’s  economy  divided  into  three  sectors  of  private, 
government,  and  exports.  The  private  sector  balance  represents  whether  individuals  and 


businesses  are  saving  or  borrowing.  The  governmental  balance  represents  whether  the 
government  is  issuing  debt  or  paying  it  off  and  the  current  account  balance  is  the  trade  or  deficit 

11 

surplus.  So,  if  imports  and  exports  are  even  (i.e.  zero)  and  the  government  is  running  deficits, 
then  the  private  sector  must  be  saving  and  vice  versa.  In  today’s  world,  for  the  government  and 
private  sector  to  simultaneously  pay  down  debt,  the  country  must  run  a  trade  surplus.  This 
simplified  math  problem  is  instrumental  to  an  understanding  of  the  problems  facing  the  United 
States  and  world  economies  today.  Be  advised,  this  equation  represents  an  identity  of  accounting 
and  is  much  more  than  a  theory.  As  financial  expert  John  Mauldin,  states,  “If  it  is  wrong,  then 
five  centuries  of  double-entry  bookkeeping  must  also  be  wrong.”  ~  There  is  one  limit  to  this 
equation,  it  represents  a  closed  system.  One  way  to  ‘game’  this  system  is  to  increase  leverage  or 
borrow  money  from  abroad.  If  these  methods  are  used  debt  can  accumulate  quickly  but  the 
‘game’  only  works  in  one  direction.  When  any  of  the  players  need  to  deleverage,  the  accounting 
identity  holds  true  and  the  difference  must  be  absorbed  in  another  sector  or  by  changing 
imports/exports. 

Why  does  this  accounting  identity  matter?  First,  it  helps  explain  how  both  the  United 
States  and  the  United  Kingdom  could  both  create  such  enormous  deficits  during  the  Second 
World  War.  In  this  era,  the  world  was  exiting  from  the  Great  Depression.  The  private  sector  had 
worked  to  pay  down  debt  and  individual  households  and  businesses  had  high  savings  rates. 

These  high  savings  rates  translated  in  an  ability  of  the  federal  government  to  borrow  money 
when  war  consumed  the  world.  After  the  war,  a  United  Nations  report  estimated  the  average 
personal  savings  rate  between  1942-1944  as  16.9%  in  the  United  Kingdom  and  21.9%  in  the 
United  States/4  Using  the  accounting  identity,  the  higher  savings  rate  of  the  1940s  equated  to 


the  government’s  ability  to  increase  debt  and  create  a  correspondingly  higher  debt-to-GDP  ratio. 

•jc 

Compare  those  figures  with  a  personal  savings  rate  below  5%  for  US  citizens  today  (Figure  2): 
Figure  2  -  Personal  Savings  Rate: 

Personal  Savings  Rate 


Annualized  percentage 


An  important  connection  between  these  numbers  is  the  ability  of  citizens  to  save.  In  1943,  with 
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a  personal  debt-to-GDP  ratio  of  only  13%,  individuals  had  an  enormous  capacity  to  save. 

Today,  household  debt  is  roughly  87%  of  GDP  which  nullifies  a  significant  amount  of  personal 
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income  in  order  to  pay  debt  servicing  costs,  or  interest.  In  short,  individuals  do  not  have  the 
ability  to  absorb  government  spending.  There  appears  to  be  a  light  at  the  end  of  the  tunnel  based 
on  the  uptick  in  personal  savings  in  the  past  few  years,  but  even  this  is  only  an  accounting  trick. 
In  reality,  as  the  accounting  identity  predicts,  personal  savings  and  government  revenue  is 
directly  correlated.  Tax  breaks  passed  in  late  2008  transferred  money  from  the  government  to 
the  private  sector.  Figure  3  (below)  shows  how  the  decrease  in  taxes  significantly  assisted  the 
personal  savings  rate.  From  a  bookkeeping  perspective,  whether  a  government  chooses  to  lower 
taxes  or  spend  more  money,  the  net  effect  is  the  same  resulting  in  increased  government  debt. 
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Figure  3  -  Changes  in  Personal  Savings  Rate: 

Percentage  Change  in  Components  of 
Personal  Savings  Rate 
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Figure  4  -  Net  National  Savings: 


Net  National  Savings  and  its  Components 
Quarterly,  2005:Q1  to  2009:Q3 
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Returning  to  the  accounting  identity,  the  factors  not  yet  discussed  are  corporate  savings 
and  the  import/export  business.  Unfortunately,  today’s  corporate  savings  do  not  make  up  for  the 
massive  amount  of  government  spending.  The  resulting  net  savings  rate  for  the  United  States  is 
now  into  negative  territory  for  the  first  time  since  the  Great  Depression  (Figure  4). 39  Essentially, 


the  total  amount  of  US  debt  exists  due  to  a  continuing  trade  deficit  and  the  willingness  of  other 
countries  to  hold  US  debt.  This  enabled  the  government,  households,  and  non-financial 
corporations  to  create  a  99%,  87%,  and  72%  debt  ratio  respectively.40  Fortunately,  individuals 
and  governments  around  the  world  are  currently  willing  to  purchase  US  debt  for  a  very  nominal 
interest  rate.  Like  an  individual  family  however,  there  is  a  point  where  debt  is  too  large  to  pay 
back.  If  the  international  community  feels  that  this  moment  is  nearing,  a  flight  from  the  dollar 
may  look  very  similar  to  the  run  on  the  British  pound  in  1956.  To  avoid  this,  the  debt  ratio  must 
reverse  course.  As  discussed  before,  since  the  both  the  private  and  public  sector  is  in  debt,  the 
accounting  identity  reveals  that  payback  is  simple;  the  United  States  only  needs  to  run  a  trade 
surplus.  If  only  the  world’s  balance  sheet  were  so  simple. 

The  World  Situation 

“The  strong  do  what  they  can  and  the  weak  suffer  what  they  must.  ”  - 

Thucydides41 

After  the  world-wide  financial  crisis  unfolded  in  2008,  the  United  States  was  not  the  only 
country  to  utilize  government  spending  in  an  attempt  to  stabilize  banks,  individuals,  and 
corporations.  Unfortunately,  even  before  the  crisis,  government,  household,  and  business  debt 
was  increasing  at  a  steady  pace  in  most  Western  economies.  New  tools  for  bank  leverage  and 
cheap  labor  from  the  third  world  allowed  debt  to  accumulate  in  all  sectors  of  the  world’s  leading 
economies.  Figure  5  depicts  the  total  debt  accumulated  for  several  nations  as  calculated  by  The 
McKinsey  Global  Institute  (notice  US  government  debt  is  only  80%  of  GDP  as  the  data  is  from 
the  second  quarter  of  201 1): 42 

Figure  5  -  Total  Debt  as  a  percentage  of  GDP: 
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A  debt-to-GDP  ratio  of  this  magnitude  across  so  many  of  the  world’s  leading  economies  is 
staggering.  At  500%  of  GDP,  if  all  debt  in  Japan  and  the  United  Kingdom  is  loaned  at  5% 
interest,  25%  of  annual  GDP  is  wasted  servicing  debt.  Many  of  these  countries  are  now  in  the 
process  of  discussing  deleveraging  their  positions,  or  paying  down  debt.  There  is  only  one  catch, 
based  on  the  accounting  identity  discussed  earlier  either  the  private  or  corporate  sector  must 
increase  their  borrowing,  or  the  country  must  run  an  export  surplus.  Examining  the  countries 
listed  above,  the  private  sector  is  in  no  position  to  absorb  government  debt  and  who  can  they 
export  to?  All  of  these  countries  cannot  run  a  trade  surplus  at  the  same  time  unless  third  world 
countries  suddenly  decide  to  import  trillions  of  dollars  of  goods.43  The  accounting  identity 
exposes  a  massive  problem  for  the  future  of  these  economies.  Countries  with  an  abundance  of 
natural  resources  or  low  cost  labor  are  accumulating  wealth  while  Westernized  governments 
spend.  To  see  this  in  graphical  form,  the  International  Monetary  Fund  compiled  a  world  map 


displaying  the  debt-to-GDP  ratios  for  countries  in  1932  and  2009  (Figures  6  &  7,  country  sizes 


are  proportional  to  the  GDP  level  in  purchasing  power  parity  terms).44 


Figure  6  -  Global  Debt-to-GDP  Ratios  in  1932 
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Figure  7  -  Global  Debt-to-GDP  Ratios  in  2009 
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The  resource  rich  and  export  driven  economies  undoubtedly  enjoy  their  accumulation  of 
wealth  and  power.  They  are  unlikely  to  begin  running  a  trade  deficit  anytime  soon  leaving  the 
Western  world  with  few  options  to  exit  the  morass  of  their  debt.  While  the  United  States  is 
better  off  than  many  nations  in  terms  of  both  government  and  total  debt,  it  is  still  treading 


dangerous  waters.  Debt  accumulation,  especially  in  foreign  hands,  provides  leverage  for  other 
nations  manipulate  and  affect  international  outcomes.  In  addition,  even  if  a  specific  nation  does 
not  exert  pressure  there  is  still  the  possibility  the  global  bond  market  will  determine  the  risk  of 
holding  US  assets  is  excessive.  This  revolt  of  the  bond  market  could  spike  interest  rates  very 
quickly  which  amplifies  debt  problems  or  makes  the  country  insolvent. 

Debt  is  undoubtedly  a  function  of  trust.  Unless  there  is  pure  coercion  or  theft  involved,  a 
lender  must  have  confidence  in  being  repaid  prior  to  extending  credit  to  an  individual  or  a  nation. 
Maintaining  lender  confidence  is  critical,  especially  when  nations  depend  on  government  debt 
being  continued  indefinitely.  The  only  requirement  is  an  active  trader  to  purchase  the 
government  bond  when  the  previous  one  expires.  Like  a  consumer  getting  a  second  credit  card 
to  pay  the  first,  or  more  accurately  a  Ponzi  scheme,  the  government  can  even  sell  new  bonds  to 
pay  the  interest  expenses  to  their  previous  bond  owners.  According  to  Bank  Credit  Analyst,  the 
process  will  only  end  if  “foreign  investors  ever  turn  their  back  on  U.S.  assets,  triggering  capital 
flight  out  of  the  dollar  and  robbing  U.S.  authorities  of  any  room  for  maneuver.”45  Ultimately, 
the  government  has  no  say  when  the  music  will  stop.  Foreign  governments  and  individuals  only 
hold  US  dollars  and  purchase  US  bonds  based  on  the  solid  reputation  of  the  government  and  a 
faith  that  US  obligations  will  always  be  paid.  No  one  can  say  how  far  this  faith  can  be  stretched. 
The  foremost  experts  in  this  area  are  Carmen  Reinhart  and  Kenneth  Rogoff  who  summarize  the 
precariousness  of  confidence,  “Highly  indebted  governments,  banks,  or  corporations  can  seem  to 
be  merrily  rolling  along  for  an  extended  period,  when  bang!  -  confidence  collapses,  lenders 
disappear,  and  a  crisis  hits.”46  China  alone  holds  over  $1  Trillion  in  debt  and  some  estimates 
claim  up  to  two-thirds  of  dollars  circulate  outside  the  United  States.  47  Should  the  international 
community  lose  faith  in  the  US  government;  the  dollar’s  collapse  will  be  spectacular. 


In  recent  years,  as  the  amount  of  debt  climbed,  the  long  term  stability  of  government  debt 
also  decreased.  When  interest  rates  began  to  drop  over  the  past  twenty  years  governments 
shifted  from  long  term  to  short  term  bonds.  Governments  always  pay  less  interest  on  short  term 
bonds,  if  rates  remain  the  same  or  are  dropping,  it  makes  sense  to  take  advantage  of  the  lower 
rate.  For  instance,  at  the  end  of  201 1  the  US  government  paid  2.8%  interest  on  a  10  year 
treasury  note  and  only  .  1%  on  a  3  month  treasury  bill.  If  a  government  knows  the  current  10 
year  rate  is  5%,  why  lock  in  a  10  year  bond  at  this  rate  if  they  are  certain  it  will  be  4%  next  year? 
This  strategy  reduces  interest  payments  to  service  debt  in  the  near  term  but  is  a  systematic 
vulnerability  as  rates  rise.  Also,  when  debt  is  in  shorter  period  loans,  lenders  must  evaluate  the 
strength  of  the  country  more  often  which  is  a  recipe  for  disaster.  The  US  Treasury  Department 
reported  in  September  2011  that  only  six  of  fifteen  trillion  dollars  of  US  government  debt  was  in 
long  term  (over  two  year)  securities.49  In  other  words,  if  confidence  in  the  US  government  is 
lost  by  investors,  over  half  of  the  debt  will  require  new  bonds  within  two  years  at  a  higher  rate 
causing  interest  payments  on  the  debt  to  rise  quickly.  Higher  interest  payments  impact  the 
budget,  further  affecting  confidence  in  the  government,  potentially  pushing  rates  even  higher. 

In  addition  to  the  intricacies  of  the  bond  market,  an  aging  population  combined  with  the 
democratic  process  complicates  debt  concerns  for  most  world  governments.  The  most  recent 
CBO  outlook  highlights  the  growing  share  of  the  dollars  required  to  pay  US  entitlement 
programs.50  As  the  population  ages  and  individuals  transfer  from  working  status  to  retirement, 
the  government  loses  revenue  from  income  taxes  and  must  pay  out  the  promised  benefits.  As  an 
added  drain,  these  individuals  begin  withdrawing  funds  from  other  retirement  accounts  which  are 
often  at  least  partially  invested  in  US  federal  debt.  The  poor  economy  is  increasing  the  problem 
of  an  aging  population  as  the  recession  is  being  blamed  for  a  fertility  rate  of  only  1 .9  children  per 


female  in  the  United  States.  This  number  is  below  the  replacement  level  for  the  population  of 
2.1  children  per  female  meaning  without  immigration  the  US  population  would  shrink.51 

The  combination  of  increasing  Western  world  debt,  trade  deficits,  a  vulnerability  in  the 
bond  market,  and  an  aging  population  all  create  cumulative  potential  for  crisis  in  the  United 
States.  Although  a  crisis  is  not  a  foregone  conclusion  it  is  worth  examining  the  potential  fallout 
of  financial  turmoil  for  the  United  States. 

United  States’  Risks  and  the  Military  Connection 

“I’ve  said  many  times  that  I  believe  the  single,  biggest  threat  to  our  national 
security  is  our  debt,  so  I  also  believe  we  have  every  responsibility  to  help 

eliminate  that  threat,  ”  -  Admiral  Mullen,  Chairman  of  the  Joint  Chiefs  of  Staff 

The  crisis  of  confidence  described  by  Reinhart  and  Rogoff  is  exactly  what  occurred  to 
Britain  during  the  Suez  crisis  of  1956.  Investors  and  speculators  smelled  blood  in  the  water  and 
raced  to  either  protect  assets  or  create  financial  gain  from  the  troubles  of  Britain.  Between  July 
and  December  the  nation  shifted  from  an  offensive  military  footing  to  full  retreat  based  on 
supplication  to  their  lending  partner’s  wishes.  There  is  a  plethora  of  ways  US  financial 
vulnerability  may  play  out  but  it  is  worth  imagining  a  few  situations  which  could  occur  while 
discussing  some  items  which  are  already  happening  to  discern  the  range  of  possibilities.  Like  the 
British  Suez  example,  the  scope  of  the  problem  relates  significantly  to  military  power  and  the 
future  distribution  of  world  power. 

Imagining  the  circumstances  of  a  future  US  financial  dilemma  are  fairly  simple. 

Glancing  at  the  IMF’s  depiction  of  the  global  economic  situation  in  Figure  7,  it  is  possible  to 
imagine  China  arriving  to  ‘assist’  the  United  States  out  of  a  financial  hardship  much  in  the  same 
way  the  United  States  ‘assisted’  Great  Britain.  A  quick  look  at  the  cumulative  US  debt  in  Figure 
5  also  helps  to  emphasize  that  a  crisis  is  not  completely  imaginary.  Greece’s  total  debt,  before 


their  recent  restructuring,  was  less  than  the  United  States  and  they  are  already  experiencing  a 
financial  crisis.  Now,  how  would  a  disaster  start?  Look  at  Japan  whose  government  debt  alone 
is  roughly  230%  of  GDP.  Currently  in  2012,  even  at  1%  interest  rates,  Japan  spends  half  of  its 
income  tax  receipts  on  paying  debt  interest.54  Imagine  for  a  moment  that  the  bond  market 
refuses  to  buy  Japanese  bonds  at  a  rate  lower  than  the  United  States.  If  Japan’s  bonds  jumped  to 
the  CBO  forecast  United  States’  10  year  rate  of  2.3%  the  country  would  pay  more  in  interest 
each  year  than  it  collects  in  income  taxes.55  If  it  is  forced  to  pay  the  5.75%  rate  of  Australia, 
who  has  miniscule  debt,  the  country  will  be  insolvent.56  Imagine  for  a  moment  that  the  Japanese 
government  chose  to  devalue  their  currency  dramatically  in  order  to  stimulate  exports  and  reduce 
the  relative  value  of  debt.  Since  Japan  is  the  world’s  fifth  largest  economy  (if  the  European 
Union  is  taken  as  a  single  economy)  a  panic  ensues  as  bond  holders  realize  that  even 
governments  known  for  stability  are  in  jeopardy  of  default.57  Theoretically,  interest  rates  could 
jump  around  the  world,  causing  smaller  nations  to  collapse  first  as  they  are  deemed  a  higher  risk 
and  their  interest  payments  skyrocket.  US  banks  are  initially  safe  as  they  currently  claim  to  be 
minimally  exposed  to  debt  from  countries  like  Portugal,  Ireland,  Italy,  Greece,  and  Spain 
(PUGS).  European  banks  from  larger  nations  like  France,  Gennany,  and  Great  Britain  implode 
however  as  they  lose  value  on  government  bonds  sold  to  PUGS.  Without  these  large  banks,  the 
seemingly  stable  countries  like  France  and  Germany  cannot  roll  over  debt  as  the  banks  are  not 
there  to  purchase  government  bonds.  As  the  larger  governments  and  hanks  of  Europe  fall  into 
crisis,  US  banks  become  exposed  to  the  crisis  which  quickly  could  sweep  the  United  States  and 
the  world  into  a  global  depression  worse  than  1929.  While  somewhat  fantasy,  the  numbers 
concerning  Japan  are  fact  and  the  globalization  of  international  banking  makes  this  scenario  not 


too  unreasonable. 


Assume  China  steps  out  of  the  shadows  to  offer  the  United  States  loans  to  help  emerge 
from  the  crisis.  IMF  economist  Arvind  Subramanian  proposes  that  given  the  correct 
circumstances,  China  could  dictate  austerity  measures  within  the  United  States,  or  even  demand 
the  abdication  of  US  naval  bases  from  the  Western  Pacific  as  preconditions  for  the  loan.  59  If  the 
situation  is  dire  enough,  an  equally  logical  demand  could  be  US  acknowledgement  of  China’s 
reunification  with  Taiwan.  When  a  nation  is  in  need,  the  lending  nation  is  able  to  dictate 
virtually  any  terms.  This  happened  between  the  United  States  and  Great  Britain  after  the  Suez 
Canal  scenario.  In  more  recent  events,  Germany  dictated  internal  pension  cuts,  tax  code 
overhauls,  and  privatization  of  state  assets,  among  other  drastic  measures,  prior  to  agreeing  to  the 
bailout  of  Greece.60 

As  an  alternative  to  acceptance  of  Chinese  demands,  the  United  States  may  opt  to  default 
on  external  debt  leaving  China  with  massive  losses.  Even  in  this  situation  China  holds  more 
cards  than  most  people  imagine.  With  the  world  in  chaos,  as  a  wealthy  nation  China  could  easily 
tempt  indebted  nations  like  Japan,  Italy,  and  Great  Britain  with  money  to  help  escape  the 
financial  crisis.  Of  course  these  loans  could  be  dependent  on  the  seizure  of  US  assets  and  bases 
in  each  respective  country.  Legally,  China  would  be  justified  in  utilizing  international 
organizations  and  countries  with  highly  developed  legal  systems  to  secure  US  government 
property  abroad.61  As  these  needy  nations  adhere  to  the  rule  of  law,  China  could  potentially  use 
these  assets  as  a  form  of  recourse  due  to  the  massive  default  perpetuated  by  the  United  States. 
Imagine  China  flying  squadrons  of  US  F-16s  from  Italy,  US  F-15s  from  England,  all  the  while 
supplying  bases  with  US  C-130’s  from  Japan.  If  capturing  US  assets  failed,  there  is  historical 
precedent  for  China  to  resort  to  force  in  an  attempt  to  gain  repayment.  Great  Britain  invaded 
Egypt  and  Istanbul  after  defaults  in  the  late  nineteenth  century  and  the  United  States’  Venezuelan 


62 

efforts  of  the  mid- 1890s  were  partly  motivated  by  debt  repayment  concerns.  “  China  flying  US 
aircraft  is  a  bit  far-fetched,  yet  there  is  no  telling  how  low  a  needy  nation  might  stoop  to  protect 
national  interests  and  how  far  an  empowered  nation  would  push  them. 

While  Britain  used  military  might,  or  hard  power,  to  extend  its  overseas  domain  the 
United  States  chose  to  envelop  nations  with  soft  power  and  economic  might  to  extend  influence. 
To  some,  this  use  of  soft  power  resulted  in  shackling  US  allies  with  “golden  chains”  as 
dependency  on  US  assistance  and  dollars  buoyed  smaller  nations.  Another  scenario  includes 
flight  away  from  the  dollar  in  the  international  market.  Today,  when  a  nation  quickly  shifts 
toward  the  use  of  a  foreign  currency  as  a  “transaction  medium,  a  unit  of  account,  and  a  store  of 
value”  it  is  called  “dollarization.”64  While  the  possibility  of  US  citizens  using  another  medium 
of  exchange  is  exceedingly  remote,  as  the  United  States  falls  deeper  into  debt  it  is  easy  to  see 
how  transactions  in  the  international  community  could  shift  away  from  dollars.  In  reality,  Iran 
has  already  called  for  oil  transactions  in  a  currency  other  than  dollars  and  is  currently  in 
discussion  with  India  and  China  to  conduct  oil  trades  using  gold  as  the  medium.65  There  is  quite 
a  bit  of  irony  that  US  sanctions  on  a  rogue  nation  may  accelerate  the  international  market  away 
from  the  dollar  as  a  reserve  currency.  In  any  event,  a  decrease  in  the  dominance  of  the  dollar  and 
countries  openly  violating  US  backed  sanctions  are  both  a  blow  to  US  soft  power.  This  power  is 
sure  to  be  completely  devastated  if  the  United  States  fails  to  uphold  debt  contracts.  Default  is 
only  an  option  to  US  debt  woes  with  a  corresponding  isolationist  agenda. 

In  terms  of  hard  power,  the  relationship  between  military  capabilities  and  economic 
performance  is  well  documented  by  John  Mearsheimer  in  The  Tragedy  of  Great  Power  Politics. 
Mearsheimer  credits  “abundant  wealth  and  a  large  population  [as]  prerequisites  for  building  [a] 
formidable  military  power”.66  If  the  United  States  is  not  able  to  stabilize  debt,  military  power 


will  inevitably  wane  as  the  national  wealth  is  surpassed  by  other  nations  and  the  requirement  to 
pay  interest  on  growing  debt  erases  dollars  from  military  funding.  On  the  opposite  side  of  the 
Pacific,  if  China  is  able  to  achieve  a  wealth  per  capita  rate  of  only  half  the  US  rate  then  their 
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GDP  will  more  than  double  the  US  economy.  China’s  military  spending  will  grow  accordingly 
and  with  increased  military  capabilities  Mearsheimer  suggests  they  could  seek  a  policy  similar  to 
the  Monroe  Doctrine  demanding  the  United  States  remove  their  influence  from  the  Asian 
region.  Given  the  wrong  circumstances,  the  United  States  may  not  retain  the  international  soft 
power  or  military  might  to  deny  their  request. 

Recommendations 

“Gentlemen,  we  have  run  out  of  money;  now  we  have  to  think.  ” 

-  Sir  Winston  Churchill 

Despite  all  the  potential  hurdles,  the  US  situation  is  not  yet  gloom  and  doom.  There  is 
plenty  of  room  for  a  crisis  to  occur  but  there  is  also  time  to  stabilize  the  economic  foundation  of 
society  and  prevent  catastrophe.  Although  the  civil-military  relationship  within  the  United  States 
restricts  the  military’s  role  in  the  national  economic  debate,  there  is  still  a  part  for  military 
leaders  to  play.  National  military  commanders  must  understand  the  nature  of  economic 
problems  facing  the  US  leverage  the  public  trust  to  ensure  the  US  economic  enemy  does  not 
continue  to  grow  in  strength.  The  following  are  a  few  recommendations  to  shape  the  battlefield 
in  the  upcoming  US  debt  war. 

1 .  Like  a  counterinsurgency  operation,  this  is  not  a  short  tenn  problem.  Accept  this  fact 
and  move  on.  While  the  national  debt  has  doubled  within  a  few  years,  it  will  require  decades, 
not  years,  to  repay  these  enonnous  sums  of  money.  Acknowledgement  of  this  fact  implies 
limited  military  budgets  for  the  foreseeable  future. 


2.  Educate  military  officers.  Start  by  employing  at  least  one  economist  at  each  of  the 
service  Intermediate  Developmental  Education  and  Senior  Developmental  Education  schools. 

As  the  problem  will  persist  for  a  long  period  of  time,  at  least  some  economic  background  at  these 
schools  can  help  encourage  thought,  discussion,  and  research  in  an  effort  to  develop  new  ideas 
for  the  way  forward.  Similarly,  lead  troops  to  the  economic  discussion  by  using  tools  such  as  the 
CSAF  reading  list.  Include  books  on  this  forum  immediately,  like  Carmen  Reinhart  and  Kenneth 
Rogoff  s  This  Time  is  Different  which  is  prevalent  in  virtually  all  discussions  of  the  current 
financial  crisis.  Although  the  topic  is  difficult  for  non-economic  trained  minds,  not 
understanding  the  problem  is  not  an  option. 

3.  Stop  ignoring  the  full  impact  of  the  Budget  Control  Act.  Yes,  the  currently  proposed 
$487  billion  in  cuts  was  very  painful  and  only  recently  completed.  While  these  cuts  are 
agonizing,  consider  them  done  and  move  on  to  the  next  challenge.  Under  the  ‘sequestration’ 
provision  of  the  bill,  an  additional  $500  to  $600  billion  in  cuts  are  required  beginning  in  January 
of  20 13. 69  The  current  military  leadership  mantra  appears  to  be  wavering  between  assuming 
these  cuts  will  not  happen  and  repeating  the  catch  phrase  “hollow  force”.70  Encouraging 
congress  to  renege  on  hard  fought  budget  control  measures  by  chanting  slogans  from  a  bygone 
era  are  less  than  helpful.  The  current  deplorable  state  of  national  finances  is  outlined  in  the  paper 
above;  if  sequestering  does  not  occur  and  current  tax  cuts  are  extended,  the  CBO  estimates  by 
2035  the  national  debt  would  equal  190%  of  GDP.  The  US  economy  could  not  survive  this 
scenario.  The  nation  is  spending  more  each  year  than  it  receives  in  revenue  and  needs  to  stop 
running  deficits.  The  defense  budget  accounted  for  over  19%  of  the  budget  in  201 1  and  will  still 
account  for  nearly  18%  of  the  budget  if  sequestration  happens  in  2013.  “  The  budget  deficit 
must  be  dealt  with  and  the  pain  will  continue  to  be  shared  by  the  military.  In  addition,  the  last 


election  was  heavily  influenced  by  the  tea  party  movement  whose  mantra  involved  making 
government  smaller.  In  this  election  year  there  is  little  chance  a  bill  will  be  allowed  on  the  floor 
to  reverse  sequestration  as  both  republicans  and  democrats  fear  the  last  election’s  emphasis  on 
decreased  spending.  If  the  cuts  of  sequestration  are  a  foregone  conclusion  and  national 
necessity,  accept  the  results  and  plan  for  the  consequences  as  early  as  possible.  By  working 
ahead  of  the  problem,  there  may  be  a  way  to  prepare  for  the  coming  battles. 

4.  Accepting  smaller  budgets  in  the  near  term  does  not  mean  the  funding  fight  is  over  for 
military  leadership.  While  the  Budget  Control  Act  was  indeed  a  battle,  the  actual  war  is  between 
military  funding  and  growing  entitlement  expenses.  The  goal  of  military  leadership  should  be  to 
advertise  two  issues.  First,  announce  that  the  military  has  accepted  all  of  the  required  cuts  under 
the  budget  control  act  (including  sequestration)  because  the  Department  of  Defense  deems  the 
national  debt  as  a  major  threat  to  national  security.  Outline  what  military  size  and  shape  the 
budget  will  buy  the  United  States  and  begin  the  discussion  on  appropriate  adjustments  to  national 
priorities.  This  maneuver  provides  military  leaders  the  moral  high  ground  when  in  reality  they 
merely  accepted  the  inevitable.  If  congress  cannot  live  with  the  more  limited  capabilities  the 
military  can  provide,  then  they  will  be  forced  to  make  other  choices.  This  point  must  be  made 
before  the  election.  Second,  begin  a  ruthless  campaign  regarding  the  global  benefits  provided  by 
the  US  military  and  the  need  to  stabilize  military  spending  without  any  further  cuts.  Specifically, 
military  capabilities  secure  international  waterways,  deter  aggression,  and  maintain  peace  which 
increases  productivity  worldwide  and  benefits  the  national  GDP.  The  very  next  breath  must 
contrast  military  cuts  with  the  growth  in  entitlement  spending.  Public  health  care  and  individual 
retirement  have  been  handled  successfully  by  the  private  sector  for  decades  whereas  the  military 
security  of  the  United  States  cannot  be  privatized.  As  the  two  charts  below  depict  (Figures  8  & 


9),  military  spending  has  taken  massive  cuts  and  is  on  a  well-controlled  and  sustainable  vector. 
Social  Security  and  government  health  care  programs  on  the  other  hand,  are  poised  to  consume 
the  national  budget  and  rob  the  nation  of  economic  power.  According  to  the  Congressional 
Budget  Office  estimates,  Social  Security  spending,  health  care  benefits,  and  interest  on  the 
national  debt  will  account  for  five  and  one-half  times  the  department  of  defense  budget  in 
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2022.  The  military  can,  and  must  shape  this  argument  for  the  public  and  congress.  Currently 
the  military  enjoys  a  significant  amount  of  trust  from  the  American  people.  In  a  Gallop  poll 
from  June  of  201 1,  78%  of  citizens  held  a  “great  deal”  of  confidence  in  the  military  whereas  only 
12%  could  say  the  same  for  Congress.74  Military  leaders  need  to  leverage  this  trust  and 
emphasize  that  any  further  reductions  to  defense  spending  without  tackling  the  difficulties  of 
these  programs  is  unconscionable  and  will  endanger  the  United  States. 


Figure  8  -  CBO  Budget  Forecast: 


Figure  9  -  CBO  2022  Federal  Budget: 


Share  of  2022  Federal  Budget 

$2,000 

$1,800 

$1,600 

$1,400 

$1,200 
\S> 

C 
O 

=  $1,000 

co 
c 

$800 
$600 
$400 
$200 
$0 

Defense  Other  Gross  Interest  Social  Security  Healthcare 

Programs 

5.  Approach  the  problem  as  a  unified  Department  of  Defense  protecting  the  greatest 
nation  on  earth,  not  four  tribes.  Given  the  conditions  above,  that  (1)  the  additional  defense 
spending  cuts  of  the  Budget  Control  Act  are  going  to  occur  and  (2)  the  long  term  funding  battle 
is  between  entitlement  spending  and  even  further  defense  cuts,  then  military  leaders  must  prevent 
inter-service  rivalry  at  all  costs.  Petty  arguments  concerning  pet  projects  will  expend  invaluable 
energy  internally  instead  of  against  the  larger  national  threat.  A  holistic  approach  to  defense  is 
the  only  solution  in  these  times  of  austerity.  This  may  mean  that  expensive  programs  like  the 
Joint  Strike  Fighter  are  called  into  question.  In  the  case  of  staggeringly  expensive  outlays, 
scrutiny  is  required  and  the  examination  must  consider  whether  moderate  capability  gains  are 
truly  worth  the  cost.  Instead  of  hunkering  down  to  protect  service  budget  allocation,  each 
program  must  stand  on  its  own  merits  against  potential  threats  and  in  comparison  to  joint 


capabilities.  Some  programs  will  survive  the  cut,  while  others  may  not.  Military  leaders  from 
all  services  must  understand  the  lesson  which  Great  Britain  learned  at  the  Suez  Canal;  economic 
vulnerability  can  stop  a  military  expedition  without  firing  a  shot. 

Conclusion 

“  ...there  are  people  who  seem  to  think  that  there  are  no  intermediate  steps 
between  the  Empire  On  Which  the  Sun  Never  Sets  and  the  fate  of  Nineveh  or 
Byzantium.  ”  -  The  Economist,  1957  after  Suez 75 

The  decline  of  Great  Britain  after  World  War  II  is  well  documented  and  indisputable. 

The  question  is  when  was  the  collapse  inevitable?  The  loss  of  colonies  provided  a  glaring 
reminder  of  the  empire’s  demise,  but  that  was  a  symptom,  not  the  cause.  Britain’s  massive 
government  debts  preceded  her  fall  from  grace  and  amplified  other  global  effects  to  unravel  the 
empire.  The  United  States  used  this  economic  weakness  as  leverage  to  achieve  their  desired  end- 
state,  often  at  the  expense  of  Great  Britain. 

Today,  the  United  States  and  most  Western  governments  face  a  systematic  and  crushing 
burden  of  debt.  While  debt  is  fairly  easy  to  accumulate,  economic  principles  dictate  how  it  must 
unravel  and  stipulate  that  all  nations  cannot  deleverage  at  the  same  time.  The  possibility  of 
sharply  rising  interest  rates  and  aging  populations  add  to  the  difficulties  facing  the  United  States 
and  other  Western  governments  seeking  to  pay  down  debt. 

Due  to  the  weight  of  government  debt,  the  United  States  is  increasingly  at  risk  of 
economic  exploitation  by  outside  actors.  The  United  States’  massive  amount  of  debt  decreases 
her  economic  influence  abroad  as  wealthier  nations  may  attempt  to  purchase  alliances  with 
countries  that  were  once  shackled  by  “golden  chains”.  In  a  worst  case  scenario,  a  nation  who  is 
not  saddled  by  national  debt  may  require  unacceptable  concessions  prior  to  providing  financial 


assistance.  The  United  States  utilized  this  form  of  leverage  to  manipulate  Britain  through  the 
Destroyers  for  Bases  agreement,  the  Atlantic  Charter,  the  Anglo-American  loan,  Bretton  Woods 
agreement,  and  in  the  Suez  Crisis. 

In  the  current  environment  military  leaders  face  an  uphill  budget  battle.  In  order  to  fulfill 
their  oath  to  defend  the  nation  they  must  understand  the  threat  to  national  security  posed  by  debt. 
This  is  a  long  battle  requiring  decades  to  reverse  debt  accumulated  in  only  a  few  years. 

Education  of  the  military  is  the  first  step  to  preparing  the  battlefield  including  emphasis  of 
economic  topics  during  military  education.  Military  leaders  must  also  embrace  the  sequestration 
cuts  required  by  the  Budget  Control  Act  immediately  in  order  to  present  the  impacts  prior  to  the 
election  cycle  and  shape  the  future  battle  between  entitlements  and  military  funding.  To  win  in 
this  spending  war,  the  military  must  present  a  unified  front  to  the  public  and  bury  inter-service 
rivalry  for  the  good  of  the  nation. 

On  the  16th  of  February  the  United  States  received  a  warning  from  Egypt.  The  Muslim 
Brotherhood,  who  controls  the  majority  of  the  Egyptian  parliament,  stated  that  if  the  United 
States  ceased  to  continue  its  yearly  payments  of  over  $  1  billion  dollars  Egypt  would  reconsider 
their  peace  treaty  with  Israel.76  This  declaration  highlights  the  importance  of  economics  to 
international  relationships  and  how  brittle  America’s  “golden  chains”  can  be.  It  also  juxtaposes 
an  ultimate  irony.  When  the  British  were  garrisoned  along  the  Canal  Zone  in  1951  it  was  the 
Muslim  Brotherhood  who  instigated  attacks  and  accelerated  events  leading  to  the  Suez  Crisis  in 
195  6. 77  National  power  and  military  strength  is  unquestionably  dependent  on  economic  stability. 
British  capitulation  to  US  demands  occurred  when  they  were  the  largest  debtor  nation  in  the 
world.  Today  the  United  States  holds  this  title  due  to  a  debt  accumulation  of  roughly 
$14,700,000,000,000. 78  The  United  States  is  fortunate  our  Suez  Canal  crisis  has  not  yet 


occurred  but  without  a  change  to  implement  sustainable  economic  policies  the  hour  will  soon 


arrive. 


Endnotes 

1  John  J.  Mearsheimer,  The  Tragedy  of  Great  Power  Politics  (New  York,  NY:  W.W.  Norton  &  Co.,  2001),  71,  220 
(relative  share  of  world  wealth  as  measured  by  iron/steel  production  and  energy  consumption). 

2  James  Kirkup,  “Britain  had  to  plead  with  US  to  take  part  in  Iran  flotilla,”  The  Telegraph,  6  February  2012, 
http://www.telegraph.co.uk/news/uknews/defence/9064697/Britain-had-to-plead-with-US-to-take-part-in-Iran- 

flotilla.html  (accessed  8  February  2012). 

3  R.  W.  Emerson,  The  Conduct  of  Life  (Boston,  MA:  Ticknor  and  Fields,  1860),  94. 

4  Richard  Toye,  Churchill ’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  Y ork,  NY :  Flenry 
Holt  &  Co.,  T  LLC,  2010),  206. 

5  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 

2010),  607. 

6  The  National  Archives,  “H.R.  1776,” 

http://www.archives.gov/exhibits/treasures  of  congress/images/page  20/65c.html. 

7  Richard  Toye,  Churchill ’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  Y ork,  NY :  Henry 
Holt  &  Co.,  T  LLC,  2010),  212. 

s  Richard  Toye,  Churchill ’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  Y ork,  NY :  Henry 
Holt  &  Co.,  T  LLC,  2010),  212. 

9  Richard  Toye,  Churchill ’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  Y ork,  NY :  Henry 
Holt  &  Co.,  T  LLC,  2010),  213. 

10  Richard  Toye,  Churchill ’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  York,  NY :  Henry 
Holt  &  Co.,  T  LLC,  2010),  213. 

11  Richard  Toye,  Churchill’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  York,  NY:  Henry 
Holt  &  Co.,  T  LLC,  2010),  265,  268. 

12  International  Monetary  Fund,  “Money  Matters:  An  IMF  Exhibit  -  The  Importance  of  Global  Cooperation,” 
http://www.imf.org/external/np/exr/center/mm/eng/mm  dr  0 1  .htm. 

13  Kit  Dawnay,  “A  History  of  Sterling.”  The  Telegraph,  8  Oct  2001,  http://www.telegraph.co.uk/news/1399693/A- 
history-of-sterling.html. 

14  E.  Kwan  Choi,  “Bretton  Woods  System”  Iowa  State  University,  Econ  355, 
http://www2.econ.iastate.edu/classes/econ355/choi/bre.htm  (accessed  20  March  2012). 

15  Kit  Dawnay,  “A  History  of  Sterling.”  The  Telegraph,  8  Oct  2001,  http://www.telegraph.co.uk/news/1399693/A- 
history-of-sterling.html. 

16  Quoted  in  Barbara  Learning,  Churchill  Defiant:  Fighting  On  1945-1955  (New  York,  NY:  HarperCollins 
Publishers,  2010),  153. 

17  Barbara  Learning,  Churchill  Defiant:  Fighting  On  1945-1955  (New  York,  NY :  HarperCollins  Publishers,  2010) 
149,  155. 

18  Arvind  Subramanian,  Eclipse:  Living  in  the  Shadow  of  China ’s  Economic  Dominance  (Washington,  DC:  Peterson 
Institute  for  International  Economics,  2011),  13. 

19  Arvind  Subramanian,  Eclipse:  Living  in  the  Shadow  of  China ’s  Economic  Dominance  (Washington,  DC:  Peterson 
Institute  for  International  Economics,  2011),  14. 

20  James  M.  Boughton,  “Was  Suez  in  1956  the  First  Financial  Crisis  of  the  Twenty-First  Century?”  International 
Monetary’  fund,  September  2001,  vol.  38,  no.  2  http://www.imf.org/external/pubs/ft/fandd/2001/09/boughton.htm. 

21  Arvind  Subramanian,  Eclipse:  Living  in  the  Shadow  of  China 's  Economic  Dominance  (Washington,  DC:  Peterson 
Institute  for  International  Economics,  2011),  14-15. 

22  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  502. 

23  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  503. 

24  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  493. 


25  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  492. 

2,1  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  616. 

27  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  605. 

28  Richard  Toye,  Churchill ’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made  (New  York,  NY :  Henry 
Holt  &  Co.,  TLLC,  2010),  246. 

29  Christopher  Chantrill,  “Time  Series  Chart  of  UK  Public  Spending,”  UKPublicspending.com, 
http://www.ukpublicspending.co.uk/downchart  ukgs.php?year=1900  201 1  &chartKjQ-total&units=p  (accessed  20 
March  2012). 

30  Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  Table  1-3  2011  GDP  &  Table  1-4  Gross 
Federal  Debt. 

31  John  Mauldin  and  Jonathan  Tepper,  Endgame:  The  End  of  the  Debt  Supercycle  and  How  it  Changes  Everything 
(Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011),  61. 

32  John  Mauldin  and  Jonathan  Tepper,  Endgame:  The  End  of  the  Debt  Supercycle  and  How  it  Changes  Everything 
(Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011),  61. 

33  Statement  of  Carmen  Reinhart  in  John  Mauldin  and  Jonathan  Tepper,  Endgame:  The  End  of  the  Debt  Supercycle 
and  How  it  Changes  Everything  (Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011),  95. 

’4  The  United  Nations,  World  Economic  Survey  1957,  United  Nations  Department  of  Economic  and  Social  Affairs, 
New  York,  NY:  1958,  http://www.un.org/ep/development/desa/policy/wess/wess  archive/1 957wes.pdf  (accessed 
22  February  2012),  24. 

35  Daniel  Carroll  and  Beth  Mowry,  “Personal  Savings  Up,  National  Savings  Down,”  Federal  Reserve  Bank  of 
Cleveland,  19  March  2010,  https://www.clevelandfed.org/research/trends/20 10/041 0/0 1  ecoact.cfm  (accessed  20 
March  2012). 

36  University  of  Omaha,  “Table  B-72:  Mortgage  debt  outstanding  by  holder,  1940-92,”  Statistics, 
http://ecedweb.unomaha.edu/ve/stats/ERPS072.txt  (accessed  20  March  2012). 

Saint  Louis  Federal  Reserve,  “Total  Consumer  Credit  Outstanding  (TOTALSL),”  Board  of  Governors  of  the 
Federal  Reserve  System,  http://research.stlouisfed.org/fred2/data/totalsL.txt 
(accessed  20  March  2012). 

Author’s  calculation 

37  McKinsey  Global  Institute,  Debt  and  deleveraging:  Uneven  progress  on  the  path  to  growth, 
McKinsey&Company,  January  2012, 

http://www.mckinsey.com/Insights/MGEResearch/Financial  Markets/Debt  and  deleveraging  The  global  credit  b 

ubble  Update  (accessed  20  March  2012),  5. 

38  Daniel  Carroll  and  Beth  Mowry,  “Personal  Savings  Up,  National  Savings  Down,”  Federal  Reserve  Bank  of 
Cleveland,  19  March  2010,  https://www.clevelandfed.org/research/trends/2010/041Q/01ecoact.cfm  (accessed  20 
March  2012). 

’9  David  Wilson,  “U.S.  Savings  Rate  Falls  to  Depression-Era  Levels:  Chart  of  Day,”  Bloomberg,  6  January  2010, 
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aexinfkHIStO&pos=7  (accessed  20  March  2012). 

40  McKinsey  Global  Institute,  Debt  and  deleveraging:  Uneven  progress  on  the  path  to  growth, 
McKinsey&Company,  January  2012, 

http://www.mckinsey.com/Insights/MGEResearch/Financial  Markets/Debt  and  deleveraging  The  global  credit  b 

ubble  Update  (accessed  20  March  2012),  5. 

Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  Table  1-3  201 1  GDP  &  Table  1-4  Gross 
Federal  Debt. 

41  John  J.  Mearsheimer,  The  Tragedy  of  Great  Power  Politics  (New  York,  NY:  W.W.  Norton  &  Co.,  2001),  163. 

42  McKinsey  Global  Institute,  Debt  and  deleveraging:  Uneven  progress  on  the  path  to  growth, 
McKinsey&Company,  January  2012, 

http://www.mckinsey.com/Insights/MGEResearch/Financial  Markets/Debt  and  deleveraging  The  global  credit  b 

ubble  Update  (accessed  20  March  2012),  5. 

43  John  Mauldin  and  Jonathan  Tepper,  Endgame:  The  End  of  the  Debt  Supercycle  and  How  it  Changes  Everything 
(Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011),  61-63. 


44  Ali  S.  Abbas,  Nazim  Belhocine,  Asmaa  ElGanainy,  and  Mark  Horton.  A  Historical  Public  Debt  Database. 
International  Monetary  Fund  WP/ 10/245,  November  2010, 
http://www.imf.org/external/pubs/ft/wp/2010/wpl0245.pdf. 

45  John  Mauldin  and  Jonathan  Tepper,  Endgame:  The  End  of  the  Debt  Supercycle  and  How  it  Changes  Everything 
(Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011),  12. 

46  Carmen  M.  Reinhart  and  Kenneth  S.  Rogoff  This  Time  is  Different:  Eight  Centuries  of  Financial  Folly 
(Princeton,  NJ:  Princeton  University  Press,  2009),  ixl. 

47  Statement  of  Professor  Peter  Bernholtz,  in  John  Mauldin  and  Jonathan  Tepper,  Endgame:  The  End  of  the  Debt 
Supercycle  and  How  it  Changes  Everything  (Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011),  164,  172. 

Kenneth  Rapoza,  “China  Cuts  U.S.  Debt  Holdings,”  Forbes.com,  17  December  2011, 
http://www.forbes.com/sites/kenrapoza/201 1/12/1 7/china-cuts-u-s-debt-holdings/  (accessed  13  March  2012). 

48  Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  27  Table  2-1. 

49  U.S.  Department  of  the  Treasury,  “U.S.  Gross  External  Debt,”  Treasury.gov,  30  September  2011  Tables, 
http://www. treasury. gov/resource-center/data-chart-center/tic/Pages/external-debt.aspx(accessed  20  March  2012). 

50  Congressional  Budget  Office,  “Fundamental  Fiscal  Challenge:  Rising  Health  Care  Costs,” 
http://www.cbo.gov/publication/42914  (accessed  20  March  2012). 

51  Haya  El  Nasser,  “Difficult  economy  slows  U.S.  population  growth,”  USA  Today,  20  February  2012, 
http://www.usatodav.com/USCP/PNI/Nation/World/2012-02-20-PNI0220wir-population-growth  ST  U.htm 

(accessed  20  March  2012). 

52  Sgt  1st  Class  Tyrone  C.  Marshall  Jr.,  “Debt  is  Biggest  Threat  to  National  Security,  Chairman  Says,”  U.S. 
Department  of  Defense,  22  September  2011,  http://www. defense.  gov/news/newsarticle.aspx?id=65432  (accessed  20 
March  2012). 

53  James  M.  Boughton,  “Was  Suez  in  1956  the  First  Financial  Crisis  of  the  Twenty-First  Century?”  International 
Monetary’ fund,  September  2001,  vol.  38,  no.  2  http://www.imf.org/external/pubs/ft/fandd/2001/09/boughton.htm. 

54  Tetshushi  Kajimoto,  Keika  Kihara,  and  Tomasz  Janowski,  “RPT -INSIGHT- Japan  slowly  wakes  up  to  doomsday 
debt  risk,”  Reuters,  19  February  2012,  http://www.reuters.com/article/2012/Q2/19/iapan-debt- 
idUSL4E8DJ0LK20120219  (accessed  20  March  2012). 

55  Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  27  Table  2-1 

56  Bloomberg,  “Australian  Government  Bonds,”  http://www.bloomberg.com/markets/rates-bonds/government- 
bonds/australia/  (accessed  9  April  2012). 

57  Central  Intelligence  Agency,  “Country  Comparison:  GDP  (Purchasing  Power  Parity),”  The  World  Factbook, 
https://www.cia, gov/librarv/publications/the-world-factbook/rankorder/200  lrank.html  (accessed  20  March  2012). 

58  John  McDermott,  “The  mystery  of  US  banks’  European  exposure,”  Financial  Times,  5  October  2011, 
http://ftalphaville.ft.eom/blog/2011/10/05/692936/the-mvsterv-of-us-banks-european-exposure/  (accessed  20 
February  2012). 

39  Arvind  Subramanian,  Eclipse:  Living  in  the  Shadow  of  China 's  Economic  Dominance  (Washington,  DC:  Peterson 
Institute  for  International  Economics,  2011),  2-3. 

60  Henry  Chu,  “EU  Bailout  Saves  Greece  for  Now,  But  Can  it  Survive  the  Terms?,”  The  Los  Angeles  Times,  21 
February,  2012,  http://articles.latimes.com/2012/feb/21/world/la-fg-greece-bailout-20120222  (accessed  15  March 
2012). 

61  Carmen  M.  Reinhart  and  Kenneth  S.  Rogoff,  This  Time  is  Different:  Eight  Centuries  of  Financial  Folly 
(Princeton,  NJ:  Princeton  University  Press,  2009),  56. 

62  Carmen  M.  Reinhart  and  Kenneth  S.  Rogoff,  This  Time  is  Different:  Eight  Centuries  of  Financial  Folly 
(Princeton,  NJ:  Princeton  University  Press,  2009),  54. 

63  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  615. 

64  Carmen  M.  Reinhart  and  Kenneth  S.  Rogoff,  This  Time  is  Different:  Eight  Centuries  of  Financial  Folly 
(Princeton,  NJ:  Princeton  University  Press,  2009),  191. 

65  Dheeraj  Tiwari  and  Rajeev  Jayaswal,  “Indai,  Iran  Mull  Over  Gold-for-Oil  for  Now,”  The  Economic  Times,  8 

J anuary  2011,  http://articles.economictimes.indiatimes.com/201  l-01-08/news/28433295  1  bilateral-issue-oil-india- 
imports  (accessed  20  February  2012). 

66  John  J.  Mearsheimer,  The  Tragedy  of  Great  Power  Politics  (New  York,  NY:  W.W.  Norton  &  Co.,  2001),  56. 


67  Based  on  author’s  calculations  using  population  statistics  and  per  capita  GDP  from  the  Central  Intelligence 
Agency,  World  Factbook. 

68  John  J.  Mearsheimer,  The  Tragedy  of  Great  Power  Politics  (New  York,  NY:  W.W.  Norton  &  Co.,  2001),  401. 

69  David  Alexander  and  Andrea  Shalal-Esa,  “Pentagon  Budget  to  Cut  Military,  Cancel  Programs,”  Reuters.com,  25 
January,  2012,  http://www.reuters.com/article/2012/01/25/us-usa-budget-weapons-idUSTRE80007R2012Q125 
(accessed  20  February  2012). 

70  Jim  Garamone,  “Panetta  Pledges  ‘No  Hollow  Force’  On  His  Watch,”  Af.mil,  1  July  2011, 
http://www. af.mil/news/story. asp?id=  123262508  (accessed  1  March  2012). 

Cindy  Dorfner,  “VCSAF  Discusses  Benefits,  Uniforms,  F-35  while  at  Luke,”  Af.mil,  6  March  2012, 
http://www. af.mil/news/story. asp?id=  123292734  (accessed  15  March  2012). 

71  Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  24. 

72  Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  74  Table  3-5. 

73  Congressional  Budget  Office,  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022  (Full  Text),” 
http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012),  52  Table  3-2,  77  Table  3-7,  74,  Table  3-5. 

74  Jeffrey  M.  Jones,  “Americans  Most  Confident  in  Military,  Least  in  Congress,”  Gallup.com,  23  June  2011, 
http://www.gallup.com/poll/148163/Americans-Confident-Military-Least-Congress.aspx  (accessed  20  February 
2012). 

73  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  505. 

76  Ramadan  A1  Sherbini,  “Muslim  Brotherhood  Ties  US  Aid  to  Peace  Treaty  with  Israel,”  Gidfnews.com,  16 
February  2012,  http://gulfnews.com/news/region/egvpt/muslim-brotherhood-ties-us-aid-to-peace-treaty-with-israel- 
1.981818  (accessed  20  February  2012). 

77  Piers  Brendon,  The  Decline  and  Fall  of  the  British  Empire  1 781-1997  (New  York,  NY :  First  Vintage  Books, 
2010),  491. 

78  Central  Intelligence  Agency,  “Country  Comparison:  Debt-External,”  The  World  Factbook, 
https://www.cia.gov/librarv/publications/the-world-factbook/rankorder/2079rank.html  (accessed  20  March  2012). 


Bibliography 


Abbas,  Ali  S.,  Nazim  Belhocine,  Asmaa  ElGanainy,  and  Mark  Horton.  A  Historical  Public  Debt 
Database.  International  Monetary  Fund  WP/ 10/245,  November  2010, 
http://www.imf.org/extemal/pubs/ft/wp/20 1 0/wp  1 0245  .pdf. 

A1  Sherbini,  Ramadan.  “Muslim  Brotherhood  Ties  US  Aid  to  Peace  Treaty  with  Israel.” 

Gulfnews.com,  16  February  2012.  http:// gulfnews.com/news/region/egypt/ muslim- 
brotherhood-ties-us-aid-to-peace-treaty-with-israel- 1.981818  (accessed  20  February 
2012). 

Alexander,  David  and  Andrea  Shalal-Esa.  “Pentagon  Budget  to  Cut  Military,  Cancel  Programs.” 
Reuters.com,  25  January,  2012,  http://www.reuters.com/article/2Q12/01/25/us-usa- 
budget-weapons-idUSTRE80Q07R20120125  (accessed  20  February  2012). 

Bloomberg.  “Australian  Government  Bonds.”  http://www.bloomberg.com/markets/rates- 
bonds/govemment-bonds/australia/  (accessed  9  April  2012). 

Brendon,  Piers.  The  Decline  and  Fall  of  the  British  Empire  1 781-1997.  New  York,  NY :  First 
Vintage  Books,  2010. 

Boughton,  James  M.  “Was  Suez  in  1956  the  First  Financial  Crisis  of  the  Twenty-First  Century?” 
International  Monetary  fund,  September  2001,  vol.  38,  no.  2 
http://www.imf.org/extemal/pubs/ft/fandd/2001/09/boughton.htm. 

Bureau  of  Economic  Analysis,  GDP,  U.S.  Department  of  Commerce,  retrieved  online  22  April 
2012  from:  http://www.bea.gov/national/xls/gdplev.xls 

Carroll,  Daniel  and  Beth  Mowry.  “Personal  Savings  Up,  National  Savings  Down.”  Federal 
Reserve  Bank  of  Cleveland,  19  March  2010, 

https://www.clevelandfed.org/research/trends/20 10/0410/01  ecoact.cfm  (accessed  20 
March  2012). 

Central  Intelligence  Agency.  “Country  Comparison:  Debt-External.”  The  World  Factbook, 

https://www.cia.gov/librarv/publications/the-world-factbook/rankorder/2079rank.html 

(accessed  20  March  2012). 

Central  Intelligence  Agency.  “Country  Comparison:  GDP  (Purchasing  Power  Parity).”  The 
World  Factbook,  https://www.cia.gov/library/publications/the-world- 
factbook/rankorder/200 1  rank.html  (accessed  20  March  2012). 

Chantrill,  Christopher.  “Time  Series  Chart  of  UK  Public  Spending.”  UKPublicspending.com, 
http://www.ukpublicspending.co.uk/downchart  ukgs.php?ycar=l  900  201  l&chart=G0- 

total&units=p  (accessed  20  March  2012). 

Choi,  E.  Kwan.  “Bretton  Woods  System.”  Iowa  State  University,  Econ  355, 

http://www2.econ.iastate.edu/classes/econ355/choi/bre.htm  (accessed  20  March  2012). 


Chu,  Henry  Chu.  “EU  Bailout  Saves  Greece  for  Now,  But  Can  it  Survive  the  Terms?”  The  Los 
Angeles  Times,  21  February,  2012,  http ://articles .latimes . com/20 1 2/ feb/2 1/world/la-fg- 
greec  e-bailout-20 120222  (accessed  15  March  2012). 

Congressional  Budget  Office.  “The  Budget  And  Economic  Outlook:  Fiscal  Years  2012  To  2022 
(Full  Text).”  http://www.cbo.gov/publication/42905  (accessed  on  20  February  2012). 

Congressional  Budget  Office.  “Fundamental  Fiscal  Challenge:  Rising  Health  Care  Costs.” 
http://www.cbo.gov/publication/42914  (accessed  20  March  2012). 

Dawnay,  Kit.  “A  History  of  Sterling.”  The  Telegraph,  8  Oct  2001. 

http://www.telegraph.co.uk/news/1399693/A-historv-of-sterling.html  (accessed  22  April 

2012). 

Dorfner,  Cindy.  “VCSAF  Discusses  Benefits,  Uniforms,  F-35  while  at  Luke.”  Af.mil,  6  March 
2012.  http://www.af.mil/news/storv.asp7idM23292734  (accessed  15  March  2012). 

El  Nasser,  Haya.  “Difficult  economy  slows  U.S.  population  growth.”  USA  Today,  20  February 
2012,  http://www.usatodav.com/USCP/PNI/Nation/World/2012-02-20-PNI0220wir- 

population-growth  ST  U.htm  (accessed  20  March  2012). 

Emerson,  Ralph  Waldo.  The  Conduct  of  Life.  Boston,  MA:  Ticknor  and  Fields,  1860. 

Federal  Reserve,  Flow  of  Funds,  http://www.federalreserve.gov/releases/zl/current/zlr-2.pdf 
December  8,  2011 

Ferguson,  Niall.  Empire:  The  Rise  and  Demise  of  the  British  World  Order  and  the  Lessons  for 
Global  Power.  London,  England:  Penguin  Books  Ltd.,  2002. 

Garamone,  Jim.  “Panetta  Pledges  ‘No  Hollow  Force’  On  His  Watch.”  Af.mil,  1  July  2011. 
http://www.af.mil/news/storv.asp7idM23262508  (accessed  1  March  2012). 

International  Monetary  Fund.  “Money  Matters:  An  IMF  Exhibit  -  The  Importance  of  Global 
Cooperation.”  http://www.imf.org/external/np/exr/center/mm/eng/mm  dr  01.htm. 

Jones,  Jeffrey.  “Americans  Most  Confident  in  Military,  Least  in  Congress.”  Gallup.com,  23  June 
2011.  http://www.gallup.com/poll/148163/Americans-Confident-Military-Least- 

Congress.aspx  (accessed  20  February  2012). 

Kajimoto,  Tetshushi,  Keika  Kihara,  and  Tomasz  Janowski.  “RPT-INSIGHT-Japan  slowly  wakes 
up  to  doomsday  debt  risk.”  Reuters,  19  February  2012, 

http://www.reuters.com/article/2012/02/19/iapan-debt-idUSL4E8DJ0LK2012Q219 

(accessed  20  March  2012). 

Kirkup,  James.  “Britain  had  to  plead  with  US  to  take  part  in  Iran  flotilla.”  The  Telegraph,  6 

February  2012.  http://www.telegraph.co.uk/news/uknews/defence/9064697/Britain-had- 
to-plead-with-US-to-take-part-in-Iran-flotilla.html  (accessed  8  February  2012). 


Kupchan,  Charles  A.  The  End  of  the  American  Era:  U.S.  Foreign  Policy  and  the  Geopolitics  of 
the  Twenty-First  Century.  New  York,  NY:  Vintage  Books,  2002. 

Learning,  Barbara.  Churchill  Defiant:  Fighting  On  1945-1955.  New  York,  NY:  HarperCollins 
Publishers,  2010. 

Marshall,  Sgt  1st  Class  Tyrone  C.  Jr.  “Debt  is  Biggest  Threat  to  National  Security,  Chairman 
Says.”  U.S.  Department  of  Defense,  22  September  2011, 

http://www.defense.gov/news/newsarticle.aspx7icN65432  (accessed  20  March  2012). 

Mauldin,  John,  and  Jonathan  Tepper.  Endgame:  The  End  of  the  Debt  Super  cycle  and  How  it 
Changes  Everything.  Hoboken,  NJ:  John  Wiley  &  Sons,  Inc,  2011. 

McDermott,  John.  “The  mystery  of  US  banks’  European  exposure.”  Financial  Times,  5  October 
2011,  http://ftalphaville.ft.com/blog/2011/10/05/692936/the-mvsterv-of-us-banks- 

european-exposure/  (accessed  20  February  2012). 

Mearsheimer,  John  J.  The  Tragedy  of  Great  Power  Politics.  New  York,  NY:  W.W.  Norton  & 
Co.,  2001. 

McKinsey  Global  Institute.  Debt  and  deleveraging:  Uneven  progress  on  the  path  to  growth, 
McKinsey&Company,  January  2012, 

http://www.mckinsey.com/Insights/MGI/Research/Financial  Markets/Debt  and  delever 

aging  The  global  credit  bubble  Update  (accessed  20  March  2012). 

The  National  Archives.  “H.R.  1776.” 

http://www.archives.gov/exhibits/treasures  of  congress/hnages/page  20/65c.html 

(accessed  22  February  2012). 

Rapoza,  Kenneth.  “China  Cuts  U.S.  Debt  Holdings.”  Forbes.com,  17  December  2011, 

http://www.forbes.com/sites/kenrapoza/201 1/12/17/china-cuts-u-s-debt-holdings/ 

(accessed  13  March  2012). 

Reinhart,  Carmen  M.,  and  Kenneth  S.  Rogoff.  This  Time  is  Different:  Eight  Centuries  of 
Financial  Folly.  Princeton,  NJ:  Princeton  University  Press,  2009. 

Saint  Fouis  Federal  Reserve.  “Total  Consumer  Credit  Outstanding  (TOTAFSL).”  Board  of 
Governors  of  the  Federal  Reserve  System, 

http ://research. stlouisfed. org/ fred2/ data/totalsF.txt  (accessed  20  March  2012). 

Subramanian,  Arvind.  Eclipse:  Living  in  the  Shadow  of  China ’s  Economic  Dominance. 
Washington  DC:  Peterson  Institute  for  International  Economics,  2011. 

Tiwari,  Dheeraj  and  Rajeev  Jayaswal.  “Indai,  Iran  Mull  Over  Gold-for-Oil  for  Now.”  The 

Economic  Times,  8  January  2011,  http://articles.economictimes.indiatirnes.com/201 1-01- 
08/news/28433295  1  bilateral-issue-oil-india-imports  (accessed  20  February  2012). 


Toye,  Richard.  Churchill’s  Empire:  The  World  that  Made  Him  and  the  World  He  Made.  New 
York,  NY:  Henry  Holt  &  Co.,  LLC,  2010. 

The  United  Nations.  World  Economic  Survey  1957.  United  Nations  Department  of  Economic  and 
Social  Affairs,  New  York,  NY :  1958, 

http://www.un.org/en/development/desa/policy/wess/wess  archive/1 957wes.pdf 

(accessed  22  February  2012). 

University  of  Omaha.  “Table  B-72:  Mortgage  debt  outstanding  by  holder,  1940-92.”  Statistics, 
http://ecedweb.unomaha.edu/ve/stats/ERPS072.txt  (accessed  20  March  2012). 

U.S.  Department  of  the  Treasury.  “U.S.  Gross  External  Debt.”  Treasuty.gov,  30  September  2011 
Tables,  http://www.treasurv.gov/resource-center/data-chart-center/tic/Pages/external- 

debt.aspx(accessed  20  March  2012). 

Wilson,  David.  “U.S.  Savings  Rate  Falls  to  Depression-Era  Levels:  Chart  of  Day.”  Bloomberg,  6 
January  2010, 

http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aexinfkHIStO&pos=7 

(accessed  20  March  2012). 


